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THEORY AND PRACTICE
Current Studies and Concepts
MARGARET L. BAILEY, CPA, Special Editor
Wheat Ridge, Colorado

Historical Accounting—
About To Be Buried?

Practically all records are maintained in the
United States today on the historical account
ing method and the financial statements are
also based on that method. Therefore reports
are based on the actual dollars spent or re
ceived without regard to the period of time in
which the transaction occurred. It now appears
that such record keeping, or at least such re
porting, may soon come to an end.
At the annual meeting of the members of
the American Institute of Certified Public Ac
countants in Denver last fall this editor heard
various speakers make comments such as the
following:
“It is no longer a question of ‘if but a
question of ‘when’ we will be required to
use fair value—and by this I do not mean
price level adjustments.”
“In the near future the SEC will require
that some forecasts be included along with
historical statements. And it is quite pos
sible that CPAs will be required to investi
gate and report on these forecasts. This
report may take the position of whether
management has used due care and con
sideration instead of whether the estima
tions made are reasonable.”
“Direct valuation will soon replace histori
cal accounting when reporting on long
term investments, leases, deferred expenses,
and even inventories.”
Although not too much discussion about
such methods as direct valuation, fair value,
current value, or price level adjustments has
been noted in the recent accounting literature,
there is apparently a great deal of considera
tion being given to such methods in the col
leges and in meetings which accountants
attend.
It seems to be the current fad to be critical
of historical reporting and the critics have
come up with many different terms to describe

something which will give “relevancy” or
“meaning” to reports. No modem accountant
would have to spend much time to recall an
instance where his carefully prepared state
ments have received little more than a glance
and a remark to the effect that “those are very
nice, but they have little bearing on the present
situation.” Such comments from those who use
financial reports are heard most frequently,
perhaps, when the purchase or sale of a busi
ness is contemplated or when commercial
loans are desired, or even when estate taxes
are under consideration. Many have had a
helpless feeling when asked directly about the
“real worth” of a business or the price that
should be placed on an entity about to be sold.
Perhaps no single set of financial statements
will ever be able to solve these problems, but
there is much that could be done even today
to help.
Proposals about “price-level adjustments,”
“current value,” “fair value,” “direct valuation,”
and others have left confusion as to whether
there are really as many different methods be
ing proposed as there are titles—or if some of
the ideas may be nearly identical but are re
ferred to by a variety of titles. Does “current
value” have the same implication as “direct
value”? Does it mean the same thing as does
“price-level adjustment”? One author, Paul
Rosenfield, CPA, discussed this confusion be
tween these two terms in the October issue of
the Journal of Accountancy in the article “The
Confusion between General Price-Level Re
statement and Current Value Accounting.”
Whether others using these same terms have
the same concept in mind is not known, or
even if most scholars would agree with the
concept of those terms as expressed in that
article. But this editor would agree with the
author that most readers (and probably quite
a few of the writers) are confused and may be
surprised to learn that general price-level re
statement and current value accounting are not
synonymous. The author pointed out that the
basic difference between these two accounting
methods is great and he provided a demonstra
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tion on how both principles could be used in
one set of statements. This editor would urge
that those not familiar with these terms should
study the article by Mr. Rosenfield.
It would also be most welcome to have more
articles describing the various terms of pro
posed methods of accounting along with de
scriptions of the effect they might have on
balance sheets and income statements. It
would be interesting to hear of the expected
advantages or disadvantages these methods
might have over historical accounting. Let us
be eager to accept something new which will
be an improvement over past recording and
reporting methods. But let us not toss out the
old until we are reasonably sure that the new
is a definite improvement.
APB Opinions

Three APB Opinions were approved and
published recently. All of these opinions were
discussed in previous issues and the final
opinions have no material revision from their
exposure drafts. These are:
APB No. 25 EMPLOYEE STOCK COM
PENSATION which was cov
ered in the September 1972
issue.
APB No. 26 EARLY
EXTINGUISH
MENT OF DEBT which was
discussed in the November
1972 issue.
APB No. 27 MANUFACTURER
OR
DEALER LESSORS which
was also considered in the
November 1972 issue.

from historical accounting and towards fair
values.” Included in the nonmonetary transac
tions which should be recorded at fair value
are dividends to stockholders in assets other
than cash and trade-ins of assets.
The second exposure draft states that the
same accounting principles used in the last
annual statements should be used for interim
financial reports. The income tax rate which is
expected to apply for the full year’s income is
also to be used for the interim statements. Any
transaction which will be reported as an ex
traordinary item on the annual statement
should also be reported as extraordinary in the
interim period. Further, transactions that are
material in amount and which are unusual in
nature but which do not qualify as “extraor
dinary” should be reported separately in both
interim statements and annual statements.
Other minimum disclosure standards are also
set forth in this exposure draft.
The exposure draft on “Extraordinary Items”
would provide more helpful criteria in deter
mining whether an item should be reported as
extraordinary. To be reported as such, it should
be both:
A) unrelated to the normal activities of the
company, and
B) of such a nature that it is not expected
to recur in the foreseeable future.

Transactions or events which are material in
amount and which are unusual but which do
not qualify as extraordinary should be disclosed
separately on the financial statements.
SAP Codification

Since the effective date for all three of these
opinions is January 1, 1973, all accountants
should be familiar with their provisions and
make sure that their own statements are in
compliance with those provisions.
APB Exposure Drafts

“Accounting for Nonmonetary Transactions,”
“Interim Financial Statements,” and “Extra
ordinary Items” are the subjects of three more
exposure drafts issued by the Accounting Prin
ciples Board (APB) of the American Institute
of Certified Public Accountants. The APB
hopes to have the final opinions published by
the end of March.
The first of these exposure drafts reinforces
what was said above about the trend away

It is expected that a codification of all state
ments on Auditing Procedure from No. 33
through No. 54 will be prepared and published
in the near future. The purpose is to reorganize
the material into a more usable format for the
accountant. Since all of these Statements have
been published in the last few years, and since
the more recent ones issued revise or modify
some of the earlier ones, it should be most
helpful to accountants to have the codification.
As an example, the last three Statements issued
(No. 52, 53, and 54) make some of the pro
visions of Statements 33 and 49 obsolete. A
codification should eliminate the need to ex
amine all later Statements to make sure that
the information in the Statement being read is
still up to date.
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